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AUDITORS REPORT 

To the Directors and Shareholders o! 
360networks Inc. (formerly Worldwlde Fiber Inc.) 

We have audited fhe consolidated balance sheets of 36One,~orks inc. (formerly Worldwide 
Fiber Inc.) as at D&ember 31, 1999 and 1999 and Ihe consolidated income statemenls and 
statements of changes in shareholders’ equity and cash flows ior the year ended December 31, 
1999 and for the period from February 5, 1998 (date of incorporation) to December 31, 1998. These 
financial statements are the responsibility of the Company’s management. Our responsibility Is to 
express an opinion on these financial statements based on our audits. 

We conducted our audits in accordance with generally accepted auditing standards in the 
United States. Those standards require lhat we plan and perform an audit to obtain reajonable 
assurance whether the financial statements are free of material misstatement An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements. An audit also includes assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the overall financial statement presentation. 

In our opinion, these consolidated financial statements present fairly, in all material respects, 
the financial position of the Company as at December 31, 1999 and 1998 and the reSuf!S Of its 
operations and its cash flows for Ihe year ended December 31, 1999 and for Ihe period from 
Februav 5, 1898 (date of Incorporalion) to December 31,1998 in accordance with generally 
accepted accounting principles In the United.States. 

On February 25, 2000 except for Note 16 which is as of March 20,2000, we reported 
separately to the Directors of 360nehvorks inc. on consolidated financial statements for the year 
ended December 31, 1999 and period from February 5, 1998 (date of Incorporation) lo 
December 31, 1998 prepared in accordance with generally accepted accounting principles in 
Canada. 

PricewaterhouseCoopers Ll-P 

Vancouver, Canada 
February 25, 2000 except for Note 15 which is 
as 01 March 20. 2000 

F-2 



360nehvorks Inc. 
(formerly WorldwIde Fiber Inc.) 

Consolidated Balance Sheets 

As at December 31,1999 and 1998 

:(tabular amounts expressed In thousands of U.S. dollars) 

Cash and caall equivalents ‘ . . . . 
Short term inws:ments . . . . 
Accounts receivable (note 4) . . . . 
““billed ,even”e [note 4) . . . . . 
,w?“!0ry (note 4) . . . . . . . . . . . 
Due from parent.net ,no:a 6) , . . . 
De!arred lax eeset (note 11) . . . 

........ 

........ 

........ 

........ 

........ 

........ 

............................ 

............................ 
........................... 
........................... 
........................... 
........................... 
........................... 

Property end eqdpmenl-net (note 4) .................................... 
A,aels undo, conslrucllon ........................................... 
Deterred lax eeeet (note 11) ........................................... 
Deterred ltnsnctng cost,-“et ......................................... 

Accounts payable and accrued liabilities (notes 4 end 6) . . . . . . . , . . . . . . , . . . . . . 
Delarred rwenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
income taxes payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

................... ......... 

............................ 

,599 

6 521,362 
21.167 
35.351 

115.661 
196.959 

s.e& 
859.338 
77.w9 

300.403 
12.040 
22.199 

$1.310.989 

D&erred tax llabtlity (note 1 I) . . . . . . . . . . 
senior nc!e,(nole7) ,. ., . . . . . . . . . . . . . . 

s 1;$.',;; 

04:343 
244.352 

3.073 
675.000 
922,425 

htinorlty Interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Redeemeble Convertible Proterred Stock 
Authorized: 

6,676 

100,000,0Ml.000 Series A Non-Voting Redeemable Convertible Preferred Shares 
tw.000.000.000 Series 8 Subordinale Voting Redeemable Convertible Preferred Shares 
45.000,OW Series C Redeemable Pre!erred Shares. no Par vetue ~.. 
Isrued end otirtanding: 
150.951.3t2 (1996--nil) Series A Non-Voting Redeemable tinveliibte Prelerced Shares 

(including accretton 01 discount born redemption value 01 S6.465.000 end net Of ISSUXICe 
COS!S 01$1,63e.**o) [note 6) , , , , . . . . . . , . . . . . . . . . . . . , . , . , . . . . . , . . . . . . 

Shareholders’ Equity 
capita, stock (“Oh 9, 
Authortzed: 

Ur,limited number 01 Class A Non-Voting. Ctass S Subordinate Voting and Clan C htuliiple 
Voting Shares, no par value 

Issued and outstanding: 

349,627 

353.426.400 (1956-nil) Class A NonJloUng Shares . . . . . . . . . . . . . . . . . . . . . 
e2,629,6oa (199&SO,oC4,800) Class t3 Subordirate Voting Shares . . . . . . . . . . . . 

2;y4;; 

et.e40.000 (199~nil) Class C Multiple Voting Shares . . . . . . . . . . . . . . . . . . . . . . . . 46:232 
Other capttat eccounte . . . . . . . . . . . . . . . . . . . . . . . . ..*................... 
(Dericit) retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . y%$5: 

29.861 

61.310.969 

1996 

s 166.366 

3.272 
10,582 
29.230 
13.412 

2t2.862 
4.Cl4 

11.461 
1.273 
6.650 

6 236.266 

s 20.296 
13,651 
7.639 

41.556 

17s.G 
216.556 

1.443 

7,400 

1,6:1 
9,020 

18.261 
S 236.260 

Commitments (nola14) 
su!lseque*t went4 {note 15) 

The accompanying notes are an integral part of these consolidated financial slalements. 
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360nehvorks Inc. 
(formerly WorldwIde Flber Inc.) 

Consolidated Income Statements 
For the year ended December 31,1999 and period from 

February 5, 1998 (date of Incorporatfon) to December 31,1998. 
The Company’s operations commenced on June 1,199E 

(tabular amounts expressed in thousands of U.S. Dollars except per share amounts) 

1999 1998 

Revenue ............................................ S 359,746 $ 164,319 
costs .............................................. 250,612 147,621 

Gross profit ......................................... 109,134 16,693 

Expenses 
Selling, general and administralive ........................ 21,846 2,274 
Stock-based compensation ............................. 7,116 
Depreciation................................., ...... 2‘998 464 

lnterestexpense...................................... 
Interest income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Income before equity Income, Income taxes and mlnorlty Interest 
Equity income (note 5) . . . . . . . . . . . . . . . . . . . . . . . . , . , . . . . . . 

Income before income taxes and mlnorlty Interest . , . . . . . . . . . . 

31,960 2,738 

77,174 13.960 
33,906 492’ 
18,122 267 

61,388 13,735 
928 

61,388 14,663 I 
Provlslon for Income taxes (note 11) . . . . . . . . 

Current . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Defer-” 

40,338 5.643 
fiRO24\ - 

IW”......,..,..,...,.,.,........,.,........... ,.-I-- ‘I 

30,314 5,643 

31,074 9,020 

Minority Interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..I.. 7,434 

Net Income for the period.. . . . . . , . . . . . . . . . . . . . . . . . . . . . . . 5 23,640 $ 9,020 

Basic and fully diluted (loss) earnings per share (note 2) . . :. . , . S (0.03) s 0.43 

Welghted average number of shares used to compute basic and 
fully diluted (loss) earnings per share . . . . . . . , . . . . . . . . . . . . 327,313,808 20964,176 

The accompanying notes are an integral part of lhese consolidated financial Statements. 
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360nehvorks Inc. 

(formerly Worldwlde Fiber Inc.) 

Consolidated Statements of Changes In Shareholders’ Equity 

For the year ended December 31,1999 and 
period frdk February 5, 1998 (date of Incorporation) to December 31, 1998 

(tabular amounts expressed In thousands of U.S. dollars) 

The accompanying notes are an integral part of these consolidated financial Statements. 
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360nehvorks Inc. 
(formerly Worldwlde Fiber Inc.) 

Consolidated Statements of Cash Flows 

For the year ended December 31,1999 and perlod from February 5,1%X 
r, (date of incorporation) to December 31,1996 

(tabular amounts expressed In thousands of US. dollars) 

1999 1998 

Cash flows used In operating activltles 
Net income for the year ........................................... $ 23,640 $ 9,020 
Adjustments to reconcile net income to net cash used for operatmg actlvltles 

Dapreciation .............................................. 2,998 464 
Amortization of delerrad financing costs .......................... 1,732 
Equkylncome - ............................................. (928) 

Stock-based compensation ................................... 7,116 - 
Changes In operating working capital items 

Accounts receivable ........................................ (31,667) ., W) 
Unbilled revenue ........................................... (103,597) (992) 
Inventory ................................................ (164.713) (5,517) 
DUS from parent ............. .: ................................ 13,841 (16,230) 

151,420 2,904 Accounts payable and accrued liablltbes .......................... 
Deferred revenue ........................................... 
fncome taxes payable ....................................... 

up;) 1%;; 
I 

Advances toWFI USA ....................................... - (211763) 
Deferred Income lazes ....................................... (10,024) - 

(97,077) (13,059) 

Cash flows (used ln) from Investing actlvltles 
Additions to assets under construction. ............................ (263,596) 
Additions to property and equipment .............................. 
Purchase of short-term investments ................................ 

pgj WG 

Cash acquired on acquisition of WFI USA 
- ..... ..-........, .......... 2,242 

_, (321,263) 7i% , 

Cash flows from flnanclng activltles 
Proceeds from issuance of capital stock .. ; ............ 
Proceeds horn issuance ol notes ..................... 
Deferred financing costs., ................ ; ........ 
Redemption of Series C Redeemable Preferred Shares. .... 

Effect of exchange rate changes on cash. .............. 

Net increase in cash and cash equivalents. ............ 

Cash and cash equivalents, beginning of period. ........ 

Cash and cash equivalents. end ol period ............. 

. . . . . . . . . . . . 

............ 

............ 

,..... e.9.s.. 

,............ 

,.,,....*.... 

. . . . . . . . ..I.. 

34a,qoo 
500,000 

\r::zl:] 
785,719 

(2,363) 
364,996 

156,366 
s 
- 

-‘ 
175,000 

(6.650) 
- 

168,350 
(102) 

156,366 

- 
$156,366 

The accompanying notes are an integral part of these consolidated financial Statements. 



360nchvorks Inc. 

(farmerly Worldwide Flber Inc.) 

Notes to Consolidated Flnanclal Statements 

December 31,1999 and 1998 
‘(t&ular amounts expressed In thousands of U.S. dollars) 

7. The Company 

360nafworfrs inc. (formerly Worldwide Fiber Inc.) (the “Company”) was incorporated on 
February 5, 1998 and is indirectly a subsidiary of Ledcor Inc. On May 31, 1998 lhe Company began 
its operations after certain assets of Ihe Telecommunications Division (“Division”) of Ledcor 
Industries Limited (“Ledcor”). a Ledcor Inc. subsidiary were transferred to the Company. Prior to 
May 31, 1998, the operations were carried out by the Division. 

The Company’s operations consist of designing, engineering, constructing and Installing 
terrestrial and marine fiber optic systems for sale or lease lo third parties or for its own use. For the 
pariod ended December 31, 1998, the Company’s revenues related primarily to Ihe Conslruction 
Seivices Agreements with Ledcor (see note l(b)). For the year ended December 31, 1999, the 
Company’s revenue is derived primarily from lhe construction of fibre optic network assets for 
telecommunications companies in North America. 

Transactions with Ledcor and Its affiliates 

a) On May 31, 1998, the Company entered into underfaking agreements whereby certain 
fiber optic network assets, located in Canada and the US. would be lransferred 10 Iha 
Company by Ledcor in exchange for 319.995.200 Class A Non-Voling Shares. The Company 
conslrucled these assets for Ledcor under the Construction Services Agreements noted below. 
Construction of Ihe assets was subslantially complete at December 31, 1998 and the Company 
completed the exchange on March 31, 1999. This transaction was accounted for using the 
carrying values reported in the accounts of Ledcor as a transaction between ‘a parent and a 
wholly owned subsidiary and accordingly, the fixed assets acquired by the Company are 
recorded at the carrying amount ol the assets In the accounts of Ledcor. The Cost of property 
and equipment acquired at March 31, 1999 amounted lo $21,883,000. As a result Of lhe 
transaction, the Company also received a delerred tax benefit of $3,136,000 which is reflected 
as a delerred tax asset. 

On May 28, 1999, the Company entered into an agreement with afiliatss of Ledcor, 
whereby the Company would acquire certain fiber optic network assets. Closing occurred on 
September 27, 1999. As consideration, the Company issued 72,000,OOO Class C MUttiPte Voting 
Shares lo affiliates of Ledcor. In addition, Ihe Company assumed certain rights and obligations 
under build agreements with a third party including obligations relating to the completion of 
those builds and cerlain support structure, maintenance, license and access, and underlying 
rights obligations. The cost 01 the property and equipmenl acquired amounted to S25,239,000, 
the cost 01 th4 assets in the accounts of Ledcor. The Company also received a deferred taU. 
benefit of $3,341,000, as a result of a higher tax cost versus accounting cost of fixed assets. 
The Company also recorded deferred revenue 01 $25,000.000 relaling to a build commitment 
assumad from Ledcor. 

b) Construction Services Agreaments entered into May 31, 1998, IO provide construcffon 
services to Ledcor to complete various projects including completion of Ihe fiber optic network 
assets to be transferred to the Company. As the Company is required to obtain the fiber optic 



360networks Inc. 

(formerly Worldwlde Flber Inc.) 

No!es to Consolidated Financial Statements (Contfnued) 

December 31,1999 and 1998 

(tabular amounts expressed In thousands of U.S. dollars) 

network assets from Ledcor, the revenues and costs associated with this portion 01 the 
agreement have not been reflected in the income statement for the period ended s 
December 31, 7998. The costs to construct the network were reflecled on completion of 
construction and the issuance of the shares. As at December 31, 1998, the Company had 
billed Ledcor $18,138,000 for ths services related IO construction of the fiber optic network 
assets which exceeds their costs by $2,099,000. This excess net of income taxes of 3945,000, 
had been excluded from the consolidated income stafement and had been reported as 

~additional paid in capital. 

c) A Managament Services Agreement was entered into May 31, i998 whereby Ledcor 
provides the Company with management staff, administrative and other support services. The 
Company reimburses Ledcor for direct costs and pays Cdn. 3200,000 per month for the 
Company’s share of corporate overheads. 

d) Employee Sewices Agreements were enteredinto May 31, 1998 whereby the Company 
obtains the services of certain employees from Ledcor on a cost reimbursement basis. 

8) The Company has enfered into an agreement with Ledcor, whereby personnel of Ladcor 
who were involved in the designing and planning of the transatlantic 36Oallan!ic cable stations 
will oversee management and supervision of construction 01 lhese facilities for a fee to Ladcor 
of approximately $1,700,000. 

2. Summary of slgnlflcanf accounling policies 

Basis of presentation 

These consolidated financial statements have been prepared in accordance with generally 
accepted accounting principles in the United States and include the accounts of the Company, its 
wholly owned subsidiaries and its 75% interesls in Worldwide Fiber (USA);‘Inc. (‘?ryFI USA”), 
WFI-CN Fiber Inc. and Worldwide Fiber IC LLC. All significant intercompany transactions and 
balances have been eliminated on consolidation. For investments where the Company exercises 
signiffcant Influence, the investment is accounted lor using the equity method. 

On December 31, 1998, the Company increased its lnterest’ln WFI USAfrom 50% to 75% 
(note 5). The 1998 consolidated income statement and slatement of cash flows accounted for the 
Company’s initial 50% inlerast in WFI USA using the equity method for the period May 31, 1998 to 
December 31, 1998. The Company’s consolidated balance sheets include WFI USA’s aSSetS and 
liabilities. and minority interest therein. 

Use of estimates 

The preparation of financial statements in conformity wfth generally accepted aCCOunfing 
principles requires management to make estimates and assumptions which affect the reported 
amounts of assets and liabilities and the disclosure of contingent assets and lfabilftfes at the date of 
the financial statements and revenues and expenses for the period reported. Actual resuks could 
differ from those estimates. 
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360nefworks Inc. 

(formerly Worldwlde Fiber Inc.) 

Notes to Consolidated Ffnanclal Statements (Continued) 

December 31, 1999 and 1998 
‘(tibular amounis expressed In thousands cl US. dollars) 

Cash and cash equivalents 

Cash and cash equivalents consists of cash on deposit and highly liquid short-term interest 
bearing securities with maturity at the date of purchase of three months or less. 

Short term Investments 

Short term investments consist of highly liquid short term interest bearing securities with 
maturities at the date of purchase grealer than three monfhs. Infer~est.eamed is recognized 
immediately in the income statement. 

Property and equipment 

Fiber optic network assets conslructed for the Company’s own use are recorded as property 
and equipment when the asset is lully constructed. Fiber optic network assets, COnStrUCtiOn 
equipment and other property and equipment are recorded at cost. Property and equipment are 
depreciated using the lollowing rates and methods: 

(a) Fiber optic network assets-straight-line method over 25 years. 

(b) Equipment-hourly usage rates, estimated to depreciate the equipment over lhe estimated 
useful lives of lhe equipment. 

Assets under construction 

Assets under construction include fiber optic network assets constructed for the Company’s 
own use and include direct expendilures of materials and labour, Indirect costs attributable to the 
pro,jects and interest. 

Long-lived assets 

The company reviews the carrying amount of long-lived assets for impairment whenever events 
or changes in circumstances indicate that the carrying amount may not be recoverable. The 
determination 01 any impairment would include a comparison of estimated future operating cash 
flows anticipated to be generated during the remaining life of the asset to the net Carrying Va!Ue Of 
the asset. 

Inventory 

Inventory consists of fiber optic network assets to be sold or leased under sab-type leases, 
construction supplies and small tools. 

Fiber optic network assets are recorded at the lower of cost and market. Cost includes direct 
materials and subcontractor charges, labour, and interest (see “capitalization of interest”) 
delermined on an average cost basis. 

Construction supplies and small tools inventory are recorded at the lower of cost and 
replacement value. 
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360nehvorks Inc. 

(tormerly WorldwIdeFiber Inc.) 
Notes to Consolidated Financial Statements (Contlnued) 

December 31,199S and 1998 

‘$bular amounts expressed In thousands of U.S. dollars) 

Cash and cash equivalents 

Cash and cash equivalents cofisists of cash on deposit and’highly liquid short-term fnlerest 
baaring securities with maturity at the date of purchase of three months or less. 

Short term Investments 

Short term inveslments consist of highly liquid short term i&rest bearing securities with 
malurities al the dale of purchase greater than three monlhs. lnleres! earned is recognized 
immediately in the Income statement. 

Property and equipment 

Fiber optic network assets constructed for the Company’s own use are recorded as property 
and equipment when the assel is fully constructed. Fiber optic network assets, COnStrUCtion 
equipment and other properly and equipment are recorded at cost. Property and equipment are 
deprecialed using the following rates and mslhods: 

(a) Fiber optic network assets-straight-line melhod over 25 years. 

(b) Equipment-hourly usage rates, estimated to depreciate the equipmen! over the estimated 
useful lives of the equipment. 

Assets ,under construction’ 

Assets under construction include fiber optic nelwork assets construcled for the Company’s 
own use and include direct expenditures of malerials and labour, indirect costs attributable to tha 
pr?jects and interest. 

Long-lived assets 

The company reviews the carrying amount of long-lived assets for impairment whenever events 
or changes in circumstances indicate that the carrying amount may not be recoverable. The 
determination of any Impairment would include a comparison of estimated future operating cash 
flows anticipated to be generated during the remaining life of the asset to the net Carrying value of 
the asset. 

Inventory 

Inventory consists of fiber optic network assets to be sold or leased under sales-type leases, 
construction supplies and small tools. 

Fiber optic network assets are recorded at the lower of cosl and markel. Cos! includas direct 
materials and s&contractor charges, labour, and interest (see “capitalization of interest? 
determined on an average cost basis. 

Construction supplies and small tools inventory are recorded at Ihe lower of cost and 
replacement value. 
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360nefworks Inc. 

(formerly WorldwIde Flbar Inc.) 
Notes to Consolidated Financial Statements (Continued) 

December 31,1999 and 1998 

.&btilar amounts expressed In thousands of U.S. dollars) 

Comprehensive Income 

Comprehensive income consists of currency translation adjustmenls and net InCOme. 

Income taxes 

Income taxes are accounted for using an asset and liability approach, which requites the 
recognition of taxes payable or refundable for the current period and deferred tax liabilities and 
assets for future tax consequences of events that have bean recognized in the Company’s financial 
statements or tax returns. The measurement of current and deferred tax liabilities and assets iS 
based on provisidns of enacled tau laws; the effects of future changes in tax laws or rates ace not 
anticipated. The measurement of deferred tax assets is reduced, If necessary, by a valuation 
allowance, where, bassd on available evidence, the probability of realization of the deferred tax 
asset does not meet a more likely than not criteria.. 

Fair value of ffnanclal Instruments 

The fair value of Ihe Company’s linancial instruments, consisting of cash and cash eqtiivafents, 
short-term investments, accounts receivable, unbifled revenue, due f;om paranf, accounts payable 
and accrued liabilities, and income taxes payable approximate their carrying values due t0 their 
short-term nature. As el December 31, 1999, the fair value of the $500,000,000 12% Senior Notes 
was S515,000,000 and Ihe fair value of the $175,000,000 12.5% Senior Notes (“1998 Notes”) Was 
$162,000,000. The fair value of the 1998 Notes at December 31, 1998 ~approximaled its Carrying 
value. Fair value is based on a quoted market price. 

Earnings per Share 

Basic earnings per share is computed by dividing net income available-to COi?lmOfl 
stockholders by the weighted average number of common shares .(including Class A Non-Voting 
Shares, Class’B Subordinate Voting Shares and Class .C Multiple Voting Shares) outstanding for the 
period. Diluted earnings per share reflects the potential dilution of securities’by including other 
potential common stock, including stock optfons and redeemable convertible preferred shares, in 
the weighted average number of common shares outstanding for a period, if dilutive. 

The following table sels forlh the computation of (loss) earnings per share: 

-is99 
s ‘Y 

Net income . . . . . . . . . . . ; . . . . . . . , . . . . . . . . . 23,640 9,020 
Less: 

Stock dividend . . . . . . . . . . . . . . . . . . . . . . ..I 5,000 - 

Preferred stock.accretion . . , . . . . . . . . . . . . . . . 6,465 - 

Purchase price adjustment to preferred shares . . 22,070 - 
-7 

Net (loss) income available to common 
stockholders . . . . . . . . . . , . . . . . . . . . . . . . . . . FmJ5) 9,020 

L__- 
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360networks Inc. 

(formerly Worldwlde Flber Inc.) 

Notes to Consolidated Ffnanclal Statements (Continued) 
December 31,1999 and 1996 

‘(t&lar amounts expressed In thousands of US. dollars) 

Comprehensive Income 

Comprehensive income consists of currency translation adjustments and net income. 

Income taxes 

Income taxes are accounted for using an asset and liability approach, which requires the 
recognition 01 Iaxes payable or refundable for the current period and deferred tax liabilities and 
assets for future tax consequences ol events lhat have been recognized in the Company’s financial 
statements or tax returns. The measurement of current and deferred lax liabilities and aSSetS is 
based on provisions of enacted tax laws; the effacts of future changes In tau laws or rates are no1 
anticipated. The measurement 01 defarred tax assets is reduced, If necessary, by a valualion 
.allowance. where, based on available evidence. the probability of realization of tha deferred 1% 
asset does not meel a more likely than not criteria. 

Fair value of flnanclal Instruments 

The fair value of the Company’s financial inslruments, consisting of cash and cash equivalents, 
short-term investments, accounts receivable, unbilted revenue, due from parent, accounts payable 
and accrued liabilities, and income tames payable approximale their carrying values due to their 
short-term nature. As at December 31, 1999, the fair value of lhe $500.000,000 12% Senior Notes 
was $515,000,000 and the fair value of the $175,000,000 12.5% Senior Notes (“1998 Notes”) was 
$162,000,000. The fair value of the 1999 Notes at December 31, 1998 approximaled its Carrying 
value. Fair value Is based on a quoted market price. 

Earnings per Share 

basic earnings per share is computed by dividing net income available to common 
stockholders by the weighted average number of common shares (including Class fl Non-Voting 
Shares, Class B Subordinate Voting Shares and Class C Mu!tiple Voling Shares) outstanding for the 
period. Diluted earnings per share reflects the potential dilution of securilies by including other 
polential common stock, including stock options and redeemable convertible preferred shares, In 
the weighted average number of common shares outstanding for a period, if dilutive. 

The following table sets forth the computation of (loss) earnings per share: 

Net income . . . . . . . . . . , , . . . . . . . . . . . . . . . . . 
Less: 

1999 
3 YE 

23,640 9,020 

Stock dividend . . . . . . . . . . . . . . . . . . . . . . . . . 5,000 - 

Preferred stock accretion . . , . . . . . . . . . . . . , . . 6,465 - 

Purchase price adjustment to preferred shares . . 22,070 __T- 
Net (loss) income available to common 

stockholders . . . . . . . . . . . . . . . . . . . . . . . . . . . (W5) 9,020 
L___- 
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360networks Inc. 

(formerly WorldwIde Fiber Inc.) 

Notes to Consolidated Financial Statements (Continued) 

December 31,1999 and 1998 _ 
~(&tx~lar amotints expressed In thousands of U.S. dollars) 

4. Balance Sheet components , 

Accounts receivable 
Trade accounts receivable . . . . . . . . 
Interest receivable and other . . . . . . 

T9 
. . . . . . . . . . . . . . . 34,736 
. ..*........... 615 

35.351 

Unbilled revenue 
Revenue earned on uncompleted contra&. , . . . . . . . . . . ~. 333,116 
Less: Billings to date . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 217,455 

115,661 

Inventory 
Fiber optic network assets . . . . . . . . 
Construction supplies and small tools 

Property and equipmenl 
Land ., . . . . . . . . . . . . . . . . . . . . . 
Fiber optic network assets . . . . . . . . 
Equipment . . . . . . , . . . . . . . . . . . . 

Less: Accumulated depreciation . . . . 

Property and equipment-net . . . . . . . 

Accounls payable and accrued liabilities 
Subcontiactor and supplier costs . . . . 
Subcontractor holdbacks payable. . . . 
Other accrued liabilities , . . . . . . . . . . 
Interest payable . . . . . . . . . . . . . . . . 

1998 
s 

3,107 
165 

3,272 

22,236 
11,654 
10,582 

, . . . . . . . . . . . . . 166.013 
. . . . ,,,.....a. 8,946 , 

196,959 29,230 -- 

. . . . . . . . . . . . . . . 5,891 - 

. . . . . . . . . . . . . . . 64,079 - 

. . . . . . ...*..... 10,5Ql I 4 478 

90,471 4,478 
. . . . . . . . . . . . . . :. .3,462 464 

,,.........*.... 77,009 4014 -A 

....... .;. .... 
.............. 

1F6& 

.............. 361474 

.............. 28,567 .492 

191,178 20.296 
-- 

5. Acqufsltfons 

Telecommunications Dlvlslon assets 

Effective May 31, 1998, the Company entered into a series of agreements whereby equipment, 
fiber optic neMork assels and other assets related to the business 01 the Telecommunications 
Division 01 Ledcor were transferred to the Company, In addition, the Company was granted a 
license to use Ledcor’s patenled rail plow technology. This license agreement was for an initial term 
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360nelworks Inc. 

(formerly Worldwlde Fiber Inc.) 
Notes to Consolidated Financial Statements (Continued) 

December 31,1999 and 1998 
&t%lar amounts expressed In thousands of U.S. dollars) 

4. Balance Sheet components , 

Accounts receivable 
Trade accounts receivable . . . . . . . . . 
Interest receivable and other . . , . . . . 

1999 1998 
5 S -- 

. . . . . . . . . . . . . . 34,736 3,107 
. . . . . . . . . . . . . . 615 165 

-3,272 35,351 -_I_ 
Unbilled revenue 

Revenue earned on uncompleted contracts.. . . . . . . . , . . . 333,116 22,236 
Less: Billings to dare . . . . . . . . . . . . . . . . . . . . ..a...... 217,455 11,654 

115,661 10,582 
-- 

Invenlocy 
Fiber optic network assets . . . . . . . . . . 
Construction supplies and small tools. . 

Property and equipment 
Land ........................ 
Fiber optic network assets ......... 
Equipment .................... 

Less: Accumulated depreciation ...... 
Property and equipment-net ......... 

. . . . . . . . . , . . . . 188,013 28.085 

. . . . . . . ...*... 8,946 1.145 

196,959 29,230 -I_ 

. . . . . . . . . . ..a. 5,691 - 

.,,..*........ 64,079 - 

. . . . . . . . . . . . . . 10,501 $1478 

80,471 4,478 
.3.462 464 -- 

,,............. 77,009 4,014 -I_ 

Accounts payable and accrued liabilities 
Subcontractor and supplier costs . . . . . . . , . . . . . . . . . . . . 
Subconlractor holdbacks payable. . . . . . . . . . . . . . . . . . . . 

lz6;; lgii 

Other accrued liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . &474 1:493 
Interest payable . . . . . . , . . . . . . . . . . . . , . . . . . . . . . . . . 28,567 492 

191,178 20,296 I_- 

5. Acqufsiflons 

Telccommunlcatlons Dlvlslon assets 

Effective May 31, 1998, the Company entered into a series of agreements whereby equipment. 
fiber optic network assets and other assets related to the business of the Telecommunications 
Division of Ledcor were transferred to the Company. In addition, the Company was granfed a 
license to use Ledcor’s patented rail plow technology. This license agreement Was for an initial term 

F-13 

-, 
, 



360nefworks Inc. 
(formerly Worldwlde Fiber Inc.) 

Notes to Consolidated Flnanclal S;atements (Continued) 

December 31,1999 and 1998 

(tabular amounts expressed In thousands ol U.S. dollars) 

income of WFI USA from May 31, 1998 to December 31, 1993 in the amount of $928.000. Prior to 
May 31, 1998, the equity interest was reported as part of ths’Telecommunic;lions Division of 
Ledcor. 

On December 31, 1993 the Company increased its interest in WFI USA to 75% by surrendering 
its nofe receivable from WFI USA of S3,915,000 for 100 non-voting common shares and 100 
Class A Voting Prelarred Shares of WFI USA. The acquisilion has been accounted for using the 
purchase method effective December 31, 1998. The purchase price of the additional 25% has bean 
allocated to assets and liabilities based on their fair values. As a result, the net assets acquired 
were as follov/s: 

s. 
Current assets .*..,......................,.............*. 3,742 
lnvent0ry. . . . . . . . . . . . . . . . , . . . . . , . . . . .~. . . . . . . . . . . . . . . . . . . 6,048 
Fiber opfic network assets **,............,.................. 1,795 
Current liabilities , . . . . . . . . . . . . . . . . . . . . . . . . . . , . . . . . . . . . . . . . 10,052 

On December 31, 1998, the Company entered into a Shareholders’ Agreement (“Agreement”) 
with Ledcor, Mi-Tech and Michels Pipeline Construction, Inc. (“Michels”) (an affiliate of Mi-Tech). 
Pursuant to this agreement, Mi-Tech will have the option to converl all of ifs 25% interest in WFI 
USA into Shares of the Company should the Company complete 2 public offering of Shares with an 
aggregate value of at least $20,000,000 or there fs a change of control of WFI USA. In connection 
with the conversion, Mi-Tsch will be granted certain regislralion rights in accordance with the 
Agreement. In addition, after the tenth anniversary of this agreament, Mi-Tech has tine option to 
require WFI USA to purchase all of the Shares owned by Mi-Tech and 11s affiliates at fair market 
value. If Mi-Tech exercises this option, the Company can elect IO sell all the Shares or assets of WFI 
USA’in which case it will not be required to purchase Mi-Tech’s Shares in WFI:USA. In the event Of 
a proposed sale of the Shares of WFl USA held by tfne Company, f&Tech will have Canafn 
tag-along rights. 

Also 2s part 01 the Agreement the Company: 

2) Agreed not to participate in any projects or business nor provids advice or assistance to 
any business which undertakes projects within WFI USA’s scope of business, as defined in 
the Agreemenl, for a period of four years from the date of Ihe Agreement. 

b) Is restricled from selling, transferring, encumbering or divesting its ownership or COfllrOl Of 
WFI USA. 

c) WFI USA has an option to purchase from Mi-Tech 24 iiber optic strands along cenafn 
existing routes owned by Mi-Tech and its affiliates at fair market vafue. 
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XiOnef.+orks Inc. 

(formerly Worldwide Flber Inc.) 

Notes to Consolidated Flnanclal Statements (Continued) 

December 31,1999 and 1998 

.@bular amountS expressed In thousands of KS. dollars) 

incoma of WFI USA I:om May 31, 1998 to December 31, 1998 in the amount of $928,000. Prior to 
May 31, 1998, the equity interest was reported as part of Ihe’Telecommunicalions Division of a 
Ledcor. 

On December 31, 1998 the Company increased its interest In WFI USA to 75% by surrendering 
its note receivable lrom WFI USA of $3,915,000 for 100 non-voting common shares and 100 
Class A Voting Preferred Shares of WFI USA. The acquisition has been accounted for using the 
purchasa method effective December 31, 1996. The purchase price of the additional 25% has bean 
allocaled to assels and liabilities based on their fair values. As e. result, (he net assels acquired 
were as iollows: 

Current assets.. . . . . . . . . . . . . . . . . . . . . , . . . . . . . . . . . . . . . . . . . . 3,742 
Inventory.. . .~. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,046 
Fiber optic nelwork assels . . . . . . . . . . , . . . . . . . . . . . . . . . . . . . . . . 1,795 
Current liabilities .,.,,..,.,........,....,..,..,..,..,..~.. 10,052 

On December 31, 1998, the Company entered into a Shareholders’ Agreement (“Agreement”) 
with Ledcor, Mi-Tech and Michels Pipeline Conslruction, Inc. (“Michels”) (an affiliale of Mi-Tech). 
Pursuant to lhis agreement, Mi-Tech will have the option to convert all of its 25% inlerest in WFI 
USA into Shares of the Company should Ihe Company complete a public offering of Shares with an 
aggregate value 01 at least $20,000,000 or there Is a change of control of WFI USA. In conneclion 
with the conversion, Mi-Tech will be granted certain registration righls In accordance with tine 
Agreament. In addilion, after the tenth anniversary of this agreement, Mi-Tech has Ihe option lo 
require WFI USA to purchase all of the Shares owned by Mi-Tech and its afiiliales at fair market 
value. If Mi-Tech exercises this option, lhe Company can elect to sell all the Shares.or assels 01 WFI 
USA’ln which dase it will not be required lo purchase Mi-Tech’s Shares in WFl USA. In lhe event of 
a proposed sale of the Shares of WFI USA held by the,Company, h&Tech will have Certain 
lag-along rights. 

Also as part 01 the Agreement Ihe Company: 

a) Agreed not to participale in any projects or business nor provide advice or 2SSiSlanCe to 
any business which undertakes projects within WFI USA’s scope of business, as defined in 
the Agreement, for a period of four years from the dale cl the Agreement. 

b) Is restricted from selling, transferring, encumbering or divesting its ownership Or COntrOl Of 
WFI USA. 

c) WFI USA has an option to purchase from !&Tech 24 fiber optic strands along Certain 
existing routes owned by Mi-Tech and its affiliates at fair market value. 
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360nefworks Inc. 
(formerly Worldwide Fiber Inc.) 

Notes to Consolidated Financial Sta:ements (Continued) 

December 31,1999 and 1996 
(tabular amounts expressed In thousands of U.S. dollars) 

effiliatas, sell assets of the Company or its subsidiaries, issue or sell equity lnlarests of the 
Company’s subsidiaries or enter into certain mergers and consolidalions. 

8. Redeemable Convertible Preterred Stock 

On September 9, 1999 the Company authorized various classes of preferred shares. 

Series A Non-Voting Convertible Preferred Shares 

On September 9, 1999, the Company issued 141,866,926 Series A Non-Voting Convartibta 
Preterred Shares (“Series A Preferred Shares”) lor S345,000,000. On December 22, 1999, the 
Company issued an additional 9,062,384 Series A Preferred Shares to the holders Of such SharaS 
pursuant lo the terms of their original purchase agreement dated September 7, 1999. 

The Series A Preferred Shares are entitled to dividends on an equivalent basis to the Class A 
Non-Voting Shares into which the Series A Preferred Shares can be converted. The SariaS A 
Preferred Shares rank senior to all classes of capital stock upon liquidation, dissolution and wind-up 
end are junior in right of payment of all indebtedness of the Company and its subsidiaries. 

The Series A Preferred Shares have a mandatory redemption on November 2,2009 at a 
liquid&ion value consisting of lhe original purchase price of $2.43 per share ptus en edjustmant 
equal to 6% par annum of Ihe purchase price, plus declared and unpaid dividends and the excess 
of the market value of the Class A Non-Voting Shares over the liquidation value. 

Upon a qualified underwiitten public offering of at least S15O,COO,OOO with a share price Of at 
least 300% of the purchase price of the Series A Preferred Shares, each Series A Pralerrad Share 
may, al the option of Ihe Company, be converted inlo Class A Non-Voting Shares at a ratio equal to 
one.plus 6% per annum. If a qualified underwritten public c&ring occurs by Seplembar 9, 2000 the 
conversion will be on a one for one basis. : 

The Series A Preferred Shares may be converted ‘by the holders into Class A Non-Voting 
Shares, al any time, on the same basis as the Company’s conversion right and may be converted 
inlo Series 8 Non-Voting Convertible Preferred Shares on a one for one basis. In addition, the 
holders of the Series A Prelerred,Shares have anti-dilulion protection. 

Series B Subordinate Voting Convertible Preferred Shares 

The Series B Subordinate Voting Convertible Preferred Shares (“Series B Preferred Shares) are 
entitled to dividends on an equivalent basis lo any dividends de&red or paid On ClaSS B 
Subordinate Wing Shares into which the Series B Preferred Shares can be converted. Tha 
Series B Preferred Shares rank senior IO all classes of capital stock upon liquidation, dissolution 
and wind-up and are junior in right of payment of all indebtedness of the Company and its 
subsidiaries. The Series B Preferred Shares are entitled to one vote per share. 

The Series B Prelerred Shares are mandatorily redeemable on November 2, 2009 at a 
liquidation value of $2.43 per share plus an adjustment equal to 6% per annum Of the purchase 
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360nehvorks Inc. 
(formerly Worldwlde Fiber Inc.) 

Notes to Consolidated Financial Statements (Continued) 
December 31,1999 and 1998 

“(tabular amounts expressed In thousands of U.S. dollars) 

effiliates, sell assets of the Company or its subsidiartes, issue or sell equity interests of the 
Company’s subsidiaries or enler into certain mergers and consofidalions. 

8. Redeemable ComerUble Preferred Stock 

On September 9, 1999 the Company authorized various classes of preferred shares. 

Series A Non-Voting Convertible Preferred Shares 

On Seplember 9, 1999, Ihe Company issued 141,866,928 Series A Non-VolinQ Convertible 
Preferred Shares (“Series A Preferred Shares”) for 5345.000,OOO. On December 22, 1999. the 
Company issued an additional 9.082.384 Series A Preferred Shares lo the holders of such Shares 
pursuant to the terms of their original purchase agreement dated September 7, 1999. 

The Series A Preferred Shares are entitled to dividends on an equivalent basis lo the Class A 
Non-Voting Shares into which the Series A Preferred Shares can be converted. The Series A 
Preferred Shares rank senior to all classes of capital stock upon liquidation, dissolution and wind-up 
and are junior in right of payment of all indebtedness of the Company and its subsidiaries. 

The Sertes A Prelerred Shares have a mandatory redemption on November 2, 2009 at a 
liquidation value consisting of the original purchase price of $2.43 per share plus an adjustment 
equal to 6% per annum of lhe purchase price, plus declared and unpaid dividends and the excess 
of the market value of Ihe Class A Non-Voting Shares over the liquidation value. 

Upon a qualified underwritten public offering of at teas1 $150,000,000 with a share price Of at 
least 300% of lhe purchase price of the Series A Preferred Shares, each Series A Preferred Share 
may, at the option of the Company, be converted into Class A Non-Voting Shares at a ratio equal to 
one-plus 6% per annum. If a qualified underwritten public offering occurs by September 9, 2000 the 
conversion will be on a one lor one basis. 

The Series A Preferred Shares may be converted by the holders into Class A Non-Voting 
Shares, at any time, on the Same basis as the Company’s conversion right and may be converted 
into Series B Non-Voting Convertible Prelerred Shares on a one ior one basis. In addition, the 
holders of the Series A Preferred Shares have anti-dilution protection. 

Series 8 Subordinate Voting Convertible Preferred Shares 

The Series 6 Subordinate Voting Convertible Preferred Shares (“Series 6 Preferred Shares) are 
entitled lo dividends on an equivalent basis IO any dividends daclared or paid on Class S 
Subordinate Voting Shares into which the Series S Prelerred Shares can be converte~d. The 
Series B Preferred Shares rank senior to all classes of capital stock upon liquidation, dissolution 
and wind-up and are junior in right of payment of all indebtedness of the Company and its 
subsidiaries. The Series B Preferred Shares are entitled lo one vote per share. 

The Series B Preferred Shares are mandatorily redeemable on November 2, 2009 at a 
liquidation value of $2.43 per share plus an adjustment equal to 6% per annum of the purchase 
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Notes to Consolidaled Financial Statements (Contlnued) 

December 31,1999 and 1998 

‘(iabular amohs expressed In thousands of &. dollars) 

Share capital transactlons 
’ 

On September 9, 1999, the Company amended its share capital by re-designating 400,000,000 
Class A Voting Shares to Class B Subordinata Voting Shares, cancelling its remaining classes of 
Shares and creating Class A Non-Voting Shares, Class C Mulliple Voting Shares, Series A and B 
Convertible Preferrad Shares and Series C Redeemable Prelerred Shares. SubsequenUy, tha 
Company declared a stock dividend of 80.000,000 Series C Redeemable Prelerred Shares for 
$5.000,000. Concurrently, the Company repurchased tha 400,000,000 outslanding Class B 
Subordinate Voting Shares from its parent in exchange for the issuance of 361,496,OOO Class 8 
Subordinate Voting Shares and 640,000,OOO Series C Redeemabla Preferred Shares. The Company 
than redeemed Ihe 720,000,OOO outslanding Series C Redeemable Preferred Shares for 
S45,OOO.OOO cash resulting in a charge lo retained earnings of $40.000.000. 

On August 31, 1999 the Company issued 2,400,OOO Class 8 Subordinate Voting Shares for 
$3,000,000. 

On November 24, 1999, a shareholder converted 301,266,400 Class B Subordinate Voting 
Shares into 301,266,400 Class A Non-Ming Shares. On December 22, 1999, the Company issued 
52,160,OOO Class A Non-Voling Shares and 9,640,OOO Class C Multiple Ming Shares under an 
employment agreement to an executive officer for $77,500,000. The Company also received a 
promissory nole of $77,500,000 from the executive otficer. 

On November 24, 1999, the Board of Directors approved an eight-for-one share split 01 all 
classes of the Company’s stock. All share amounts in 1996 and 1999 have been presented on a 
post stock split basis. 

JO. Stock Based Compensalion 

Siock Option Plan 
:. 

The Company has a Long Term lncentiv& and Share Award Plan that permits the grant of 
non-qualified stock options, incentive stock options, share apprecialion rights, restricled shares, 
reslricted share units, performance shares, performance units, dividend equivalents and olher 
share-based awards to employees and directors. A maximum of 7,133,006 C1ass.A Non-Voting 
shares may be subject to awards under the plan, which generally have avesting period of four 
years. The stock options have terms expiring on or befora November 15, 2009. 
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360ne~orks Inc. 

(formerly Worldwlde Fiber Inc.) 

Notes to Consolidated Flnanclal Statements (Continued) 

December31,1999 and 1996 
‘(tabular amounts expressed In thousands of U.S. dollars) 

Share capital transactlons 

On September 9, 1999, the Company amended Its share capital by re-designating 400,000,000 
Class A Voling Shares to Class 6 Subordinate Voting Shares, cancsliing Its remaining classes of 
Shares and creating Class A Non-Voting Shares, Class C Multiple Voting Shares, Series A and B 
Convertible Preferred Shares and Series C Redeemable Preferred Shares. Subsequently, the 
Company declared a stock dividend of 60,000,000 Series C Redeemable Prelerred Shares for 
$5.000.000. Concurrently, the Company repurchased the 400,000,000 outstanding Class B 
Subordinate Voting Shares from its parent in exchange for the issuance of 381,496,OOO Class 8 
Subordinate Voting Shares and 640,000,OOO Series C Redeemable Preferred Shares. The Company 
then redeemed the 720.000.000 outstanding Series C Redeemable Preferred Shares for 
$45,000,600 cash resulting in a charge to retained earnings of $40,000,000. 

On August 31, 1999 the Company issued 2,400,OOO Class B Subordinate Voting Shares for 
$3,000,000. 

On November 24, 1999, a shareholder converted 301,266,400 Class B Subordinate Voting 
Shares into 301,266,400 Class A Non-Voting Shares. On December 22, 1999, the Company Issued 
52,160,OOO Class A Non-Voting Shares and 9640,000 Class C Multiple Voling Shares under an 
employment agreement to an executive officer for $77,500,000. The Company also received a 
promissory note of $77.500.000 from the executive officer. 

On November 24, 1999, the Board of Directors approved an sight-for-one share split Of all 
classes of the Company’s stock. All share amounts in 1996 and 1999 have been presented on a 
post stock split basis. 

,70. Stock Based Compensation 

Stock Option Plan 

The Company has a Long Term Incentive and Share Award Plan that permits the grant of 
non-qualified stock options, incentive stock options, share appreciation rights, restricted shares, 
restricted share units, performance shares, performance units, dividend equivalents and other 
share-based awards to employees and directors. A maximum of 7,133,008 C1ass.A Non-Voting 
shares may be subject to awards under the pfan, which generally hava a vesting period Of four 
years. The stock options have terms expiring on or before November 15, 2009. 
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(formerly Worldwlde Fiber Inc.) 

Notes to Consolidated Flnanclal Statements (Continued) 
December 31,1999 and 1996 

(tabular amounts expressed In thousands of U.S. dollars) 

The pro forma compensation expense is estimated using the Black Scholes option-pricing 
model assuming no dividend yield and the following weighted average assumptions for options ’ 
granted during the year ended December 31, 1999: 

Expected volatility (private company) ‘. . . . . . : . . . , . . . . . . . . . . . . . . . . . . 0.0% 
Risk free interest rate.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..*......s 5.2% 
Expected life (in years) . . . . . . . . . . . . . . . . . . . . ,.. . . . . . . . . , . . . . . . . . 4.0 

Restrlcted stock and other stock Issuances 

During the year, the Company Issued stock to certain directors and officers of the Company. To 
the extent that these slack issuances are considered to be below fair value, stock based ” 
compensation is recognized and amortized over the appropriate periods. The Company recognized 

~9176,164,OOO of defarred stock-based compensation related to stock Issued lo these officers and 
directors In 1999 01 which $2,632,000 was expensed in the year. 

The shares issued to the executiva officer are subject to a repurchase by the Company at the 
lesser of fair market value of Ihe shares and the original purchase price of the shares pfuS fntarast. 
The restriction lapsed with respect to 15,500,OOO shares immediately on CommanCemant of 
employment and lapses for 12,400,OOO shares in 2000, 13,639,968 shares in 2001 and 2002 and 
the remainder in 2003. Under certain conditions, the executive officer may put back a Certain 
number of shares to the Company, or at the option of the Company lo Worldwide Fiber Holdings 
Ltd., at fair market value to repay tha promissory note. Deferred compensation related to these 
shares will ba amortized over the periods covered by lhe repurchase restriction. 

11. Income tares 
1 

Income before equity Income, Income taxes and ,mlnorlty Interest. 

The components of income belore equity income, income taxes and minority interest are as 
follows: 

I?’ ‘Y8 -- 
Canadian .,.............................,,... . . . . . . . . . . 46,661 5,683 
us. , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..*......... 14,507 8,052 

61,386 13,735 
-- 
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(formerly Worldwlde Fiber Inc.) 

Notes to Consolidated Flnanclal Statements (Contlnued) 
December 31,199s and 1998 

‘(iabular amounts expressed In thousands of U.S. dollars) 

The pro forma compensation expense Is estimated using the Black Scholes option-pricing 
model assuming no dividend yield and the following weighted average assumptions for oplions 
granled during the year ended December 31, 1999: 

Expected volatility (private company) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.0% 
Risk free interest rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..a . . . . . . . . 5.2% 
Expected life (in years) . . ..**.....................*........... 4.0 

Restrl~ted stock and other stock Issuances 

During the year, the Company issued stock to certain directors and officers of the Company. TO 
the extent that lhese stock Issuances are considered to be below fair value, stock based ” 
compensation is recognized end amortized over the appropriate periods. The Company recognized 
$176;164,000 of deferred stock-based compensation related to stock issued to lhase officers and 
directors in 1999 of which S2,832,000 was expensed in the year. 

The shares issued to the executive officer are subject to a repurchase by the Company at the 
lesser of fair market value of Ihe shares and the original purchase price of the shares @US fnlered. 
The restriclion lapsed with resoecl to 15,500,OOO shares immediately on CommNICemen! Of 
employment and lapses for 12,400,OOO shares in 2000, 13,639,968 shares In 2001 and 2002 and 
the remainder in 2003. Under certain conditions, the executive officer may put back a Cerkin 
number of shares to the Company, or at the option of the Company to Worldwide Fiber Holdings 
Ltd., at fair marker value to repay fhs promissory note. Deferred compensation related to these 
shares will be amortized over the periods covered by the repurchase restriction. 

1.1. Income taxes 

’ Income before equity Income, Income taxes and mlnorlty Interest. 

The components 01 income before equity Income, income taxes and minority interest are as 
follows: 

Y9 ‘T8 -- 
Canadian . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..e 46,881 5,683 
U.S..........,........................................ t 8,052 

61,388 13,735 -- 

F-21 



360nefworks Inc. 
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Notes to Consolidated Flnanclal Statements (Con!inued) 
December 31,1999 and 1996 

(iabular amounts expressed In thousands of U.S. dollars) 

Deferred Income taxes 

Significant components of the Company’s deferred tax asset and liability ere as follows: 

Deferred tax asset 

1999 
S ‘Y 

Expenses not deductible in current period . . . . . . . . . 8,838 - 
Tax loss carryforwards . . . . . . . . . . . . . . . . . . . . . . . 4,259 - 
Property and equipment. . . . . . . . . . . . . . . . . . . . . . 7,598 1,088 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 165 185 

gGi 1.273’ 
Valuation allowance , , . . . . . , . , . . . . . . . . . . . . . . . - 

Net deferred tax asset . . , . . , . . . . . . . . , . . . . . . . 20,679 1,273 

Deferred tax liability 
Property and equipment., . . . . . . . . . . . . . . . . . . . . 
Financing costs.. . . , . , . . . . . . . . . . . . . . . . . . . . . 

1,760 - 
1,313 - 

3,073 

Managemen: believes that, based on a number of factors, it is more likely than not that the 
deferred tax asset will be fully utilized, such that no valuation allowance has been racorded. 

12. Concenfraflon of credit risk 

F&ncial instruments ihat potentially subject the Company lo’s significani concentration Of 
credit risk consist primarily of cash and cash equivalents, short-term investments, accounts 
receivable, unbilled revenue and due from parent which are not collateralized. The Company limits 
its exposure to credit loss by placing its cash and cash equivalents and short-term investments with 
high credit quality financial institutions. Concentralions of credit risk with respect IO accounts 
receivable and unbilled revenue are considered to be limited due to the credit quality Of the 
customers comprising the Company’s customer base. 

The Company performs ongoing credit evaluations of fts customers’ linancial condition to 
determine the need for an allowance for doubtful accounts. The Company has not ,experfenced 
signilicant credit losses to date, Accounts receivable was comprised of 22 CuslOmerS at 
December 31, 1999 and 12 customers at December 31,1996. 

The concentration of credit risk relating to the amount d&from the parent is considered 
limited due to the credit quality of the Company’s parent. The Company’s three largest Customers 
‘representad 22%, 15% and 10% of the Company’s total revenue for 1999. As described in Note 1, 
substantially all of the Company’s revenues during the period ended December 31, 1998 Were 
earned from construction services provided to Ledcor. 
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360nehvorks Inc. 

(formerly Worldwlde Fiber Inc.) 

Notes to Consolidated Flnanclal Statements (Continued) 

December 31, 1999 and 1998 
- 

(tabular amounts expressed In thousands of U.S. dollars) 

Deferred Income taxes 

Significant components of the Company’s debarred tax asset and liability are 2s Iollows: 

Deferred tax asset 

1999 1998 
5 8 

Expenses not deductible in current period. . . . . . . . . 8,838 - 
Tax loss carryforwards . . . . . . . . . . . . . . . . . . . . . . . 4,259 - 
Property and equipment. . . . . . . . . . . . . . . . . . . . . , 7,596 1.088 
Olher . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 185 185 

7. 
20,878 1,273 

Valuation allowance . . . . . . . . . . . . . . . . . . . . . . . . . - - 

Net deferred tax asset . . . . . . . . . . . . . . . . . . . . . . 20,878 1,273 

Deferred tax IlabIlity 
Property and equipment. . . . . . . . . . . . . . . . . . . . . . 
Financing costs.. . . . . . . . . . . . . . . . . . . . . . . . . . . 

1,760 - 
1,313 
3,073 - 

Management believes that, based on a number of factors, it is more likely than not that the 
deferred tax asset Will be fully utilized, such that no valuation allowance ~has been recorded. 

12. Concentration of credit risk 

Financial instruments that potentially subject the Company to a signilicanl concentration of 
credit risk consist primarily of cash and cash equivalents, short-term lnvestmenls, accounts 
receivable, unbilled revenue and due from parent which are not collateralized. The Company limits 
its exposure lo credit loss by placing its cash and cash equivalents and shoA-letm investments with 
high credit quality financial institutions. Concentrations of credit risk With respect to accounls 
receivable and unbilled revenue are considered to be limited due to the credit quality of the 
customers comprising the Company’s customer base. 

The Company performs ongoing credit evaluations of its customers’ financial condition lo 
determine the need for an allowance lor doubHul accounts. The~Company has not .experi$nced 
significant credit losses lo dale. Accounts receivable was comprised of 22 customers at 
December 31,1999 and 12 customers at December 31.1998. 

The concentration of credit risk relating to the amount due from the parent is considered 
limited due lo the credit quality of the Company’s parent. The Company’s three largest CUStOmerS 
represented 22%, 15% and 10% of lhe Company’s total revenue for 1999. As described in Note 1, 
substantially all of tha Company’s revenues during the period ended December 31, 1998 W$r$ 
earned from construction services provided to Ledcor. 
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360networks Inc. 

(formerly Worldwlde Fiber Inc.) 

Notes to Consolidated Financial Statements (Continued) 
December 31,1999 and 1996 

.(.tabular amounts expressed in thousands of U.S. dollars) 

Operating leases 

The Company leases certain facilities and equipment used In its operations under operating 
leases. Future minimum lease paymants under these lease agreements at Decembar 31, 1999 are 
as lollows: 

2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $7,489 
2001 .:................,.,........,,,,....................... 56,244 
2002 . . ..I................................................... s3.349 
2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,153 
2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . s 671 

The Company pays Ledcor approximately $625,000 per year in connection with its lease’of the. 
Toronto facilities. The lease expires in 2009. 

Supply Agreements 

On June 18, 1999, a subsidiary of the Company entered into a supply agreement, with Tyco 
Submarine Systems Ltd. (“Tyco”) whereby Tyco will ee~e as the primary contractor for the 
Company’s baneAtlantic cable project called “360aflantic”. The initial contract price Is 
approximately $607 million. The Company paid $214 million in the year ended December 31. 1999 
on this contract. (1996-SNIL) 

The Company has placed purchase orders of $27 million with suppliers of bandwidth 
equipment. 

CNIIC, Agreements 

On May 28, 1999, the Company entered into agreemenls with Canadian National Railway 
Company (“CN”) and Illinois Central Railroad Company (“IC”) to license rights-of-way along certain 
of their respective rail transportation systems (the “Routes”). In connection with these license 
agreements, the Company formed subsidiary companies with CN (WFI-CN Fibre Inc.) and fC 
(Worldwide Fiber LLC) (the Company having a 75% interest and CN or IC having the remaining 
25% interest) for the purpose 01 licensing the rights-of-way lrom CN and IC and developing the 
projects along the Routes. . . : 

75.. Subsequent ever&s 

Share Capital Reorganization 

Concurrent with the closing of a public offering, the Company wilt reorganize the share capital 
as follows: the holders of existing Class 8 Subordinate Voting Shares will convert or exchange their 
shares Into Class A Non-Voting Shares and all authorized but unissued Class B Subordinate,Voting 
Shares will be cancelled; the S&es A Non-Voting Preferred Shares will be converted or exchanged 
into our Class A Non-Voting Shares and all of the authorized but unissued Serfes A Preferred 
Shares, Series B Preferred Shares and Series C Preferred Shares will be cancelted; the existing 
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360networks Inc. 

(formerly Worldwlde Flber Inc.) 

Notes to Consolidated Flnanclal Statements (Continued) 

December 31,1999 and 1996 

(tibular amounts expressed In thousands of U.S. dollars) 

Operatlng leases Operatlng leases 

The Company leases certain facilities atid equipment used in its operations under operating The Company leases certain facilities atid equipment used in its operations under operating 
leases. Future minimum lease paymants under these lease agreements at December 31, 1999 are leases. Future minimum lease paymants under these lease agreements at December 31, 1999 are 
as follows: as follows: 

2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $7,489 
2001 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $6,244 
2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $3,349 
2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,153 
2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 671 

The Company pays Ledcor approximately $625,000 per year in connection with its lease of the’ 
‘Toronto facilities. The lease expires in 2009. 

Supply Agreements 

On June 16, 1999, a subsidiary of the Company entered Into a supply agreement, with Tyco 
Submarine Systems Ltd. (“Tyco”) whereby Tyco will serve as the primary contractor for the 
Company’s trans-Atlantic cable project called “360aflanlic”. The initial contracl price iS 
approximately $607 million. The Company p&d $214 million in the year ended December 31, 1999 
on this contract. (1996-$NlL) 

The Company has placed purchase orders of $27 million with suppliers of bandwidth 
equipment. 

CN/IC Agreements 

On May 28, 1999, the Company entered into agreements with Canadian &+onal Railway 
Company (“CN”) and Illinois Central Railroad Company (“IC”) to license rights-of-way along certain 
of their respective rail transportation systems (the “Routes”). In connection with these licensa 
agreemanls, the Company formed subsidiary companies with CN (WFI-CN Fibre Inc.) and IC 
(Worldwide Fiber LLC) (the Company having a 75% interest and CN or IC having the remaining 
25% interest) for the purpose of licensing the rights-of-way from CN and IC and developing the 
projects along the Routes. 

75. Subsequent events 

Share Capital Reorganization 

Concurrent with the closing of a public offering,‘the Company will reorganize the share Capital 
as follows; the holders of existing Class S Subordinate Voting Shares will convert or exchange their 
shares into Class A Non-Voting Shares and all authorized but unissued Class B Subordinate Voting 
Shares will be cancelled; the Series A Non-Voting Preferred Shares will be cbnverted or exchanged 
into our Class A Non-Voting Shares and ‘at1 of the authorized but unissued Series A Preferred 
Shares, Series B Preferred Shares and Series C Preferred Shares will be cancelled; the existing 
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360networks Inc. 

(formerly WorldwIde Fiber Inc.) 

Note’s to Consolidated Financial Statements (Continued) 
December 31,1999 and 1998 

(iabular amounts~expressed In thousands of U.S. dollars) 

360atJanfic credit tacJI;fy 

The Company has entered into a cr;dit zgreement with certain lenders pursuant IO which the 
lenders have provided a credit facility totalling U.S. $565.000,000. 

Share split 

On March 20, 2000, the Board of Directors approved a two-for-one share split Of aff Classes Of 
the Company’s stock. All share amounts in 1998 and 1999 have been presented on a post-stock 
split basis. 

Share Issuances 

Subsequent IO December 31, 1999, the Company issued 41 I;214 Class A Non:Voting Sh$es 
to a tionsultanl of the Company. In addition. the Company will issue additional Se ,ries A Preferred 
Shares in conneclion with the purchase price adjustment,provisions of a subscription agreeme’ nt. 

Name change 

On March 14, 2000, the Company changed its name from Worldwide Fiber Inc. lo 36Fnetworks 
h. 
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360nehvorks Inc. 

(formerly Worldwlde Ffber Inc.) 

Notes to Consolidated Financial Statements (Continued) 
December31,1999 and 1998 

(tabular amounts expressed In thousands of U.S. dollars) 

360aflanNc credit facility 

The Company has entered Into a credit agreement with certain lenders pursuant to which the 
lenders have provided a credit facility totallin~ U.S. $565,OOO,WO. 

Share split 

On March 20, 2000, the Board of Directors approved a two-for-one share split oi atI classes of 
the Company’s stock. All share amounts in 1998 and 1999 have bean presented on a F Iost-stock 
split basis. 

Share Issuances 

Subsequent to December 31, 1999, the Company issued 411.214 Class A Non-Voting Shares t 
lo a consullant of the Company. In addition, the Company will issue additional Series A Preferred 
Shares In connection with the purchase price adjustment provisions of a sibscriplion agreement. 

Name change 

On March 14, ZOQO, the Company changed its name from Worldwide Fiber Inc. to 360nefworks 
Inc. 
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